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STATEMENT OF SENATOR MAX BAUCUS
REACTION TO COMMERCE DEPARTMENT SOFTWOOD LUMBER DECISION
May 15, 1992
I was generally pleased-with the Commerce Department's final
decision to impose a 6.51% duty.on softwood lumber imports from
Canada. I am disappointed that the figure was adjusted down from
the Commerce Department's preliminary decision. Apparently, the
Commerce Department is attempting to be as conservative as
possible.
But this is still a substantial duty rate on a commodity
like lumber. This decision will save the jobs of thousands of
American timber workers.
The Commerce Department's decision vindicates the integrity.
of the U.S. countervailing duty procedure. Despite Canadian
efforts to win State Department and White House intervention and
despite $20 million in Canadian spending on lobbyists and
lawyers, the Commerce Department made a decision based upon the
facts. I hope the International Trade Commission will soon
follow suit.
In the din surrounding this case, it is important to keep in
mind that Canada agreed it was subsidizing lumber production-in
1986. Canada signed an agreement with the U.S. to collect an
export tax to offset the subsidy. But last fall, even though the
export tax was still being collected on lumber from three of the
four lumber producing provinces, Canada decided to go back on its
word and terminate the agreement and claim the subsidies were
gone. Now, the Commerce Department has found that subsidies
actually increased.
I think there are better ways to resolve this issue than
with a U.S. imposed duty. In fact, Senator Packwood and I
recently proposed a compromise under which the U.S. dropped the
countervailing duty case in return for Canada agreeing to
bilateral free trade in logs and adopting a market based system
for selling stumpage rights. The Canadian Ambassador rejected
this proposal out of hand.
I think the U.S.-Canada FTA has worked fairly well. But
until Canada stops its illegal and unfair subsidies, disputes
like this are certain to arise.
CANADA BROKE ITS WORD
First, this entire countervailing duty proceeding was
necessitated by Canada's decision to unilaterally terminate a
trade agreement with the U.S.
From 1986 until October of 1991, Canada agreed that it did
extend a subsidy and collected an export tax on lumber shipments
to the U.S. to offset the subsidy. At the time of the
termination, Canada effectively conceded that Canadian subsidies
were continuing by collecting export taxes on lumber shipments
from five of the six lumber producing provinces.
Had the agreement not been terminated by Canada, this
dispute would never have arisen.
CANADA SUBSIDIZES LUMBER
Second, Canada continues to extend large and increasing
subsidies to its lumber industry. In 1986, the Commerce
Department made a similar preliminary ruling that Canadian lumber
subsidies amounted to 15% of the value of Canadian lumber shipped
to the U.S.
The U.S. industry argued at the time that this figure was
low. And since that time, Canadian lumber subsidies have risen.
Canada extends two separate subsidies to its lumber
industries: artificially low stumpage payments and the log export
ban.
Canada sells stumpage rights -- the right to cut trees from
government land -- at a small fraction of the market value of
those rates. Stumpage rights are extended to the Canadian timber
industry for as little as one-tenth the market value of the
lumber.
Even a former Canadian Minister of Forests -- Mr. Jack Kempf
-- has stated that: "Nothing basic has changed in British
Columbia... Payment [for stumpage rights to] the provincial
treasury from the forest companies, is still unacceptably low."
The effect of this subsidy is to encourage more timber
cutting in Canada and to allow the Canadian lumber industry to
undersell its American competition by as much as 5-20%.
The issue of the subsidy provided by Canada's export ban was
not included in the 1986 subsidy calculation. But a recent
economic analysis concluded that log export restrictions
artificially limit demand for Canadian logs, lowers log prices,
and amounts to a subsidy of an additional 10-30%.
THE U.S. ACTION IS SANCTIONED BY INTERNATIONAL LAW
Third, the countervailing duty on Canadian lumber in no way
violates U.S. commitments under international trade agreements.
In fact, there is a Subsidy Code to the General Agreement on
Tariffs and Trade that explicitly defineq subsidies as an unfair
trade practice and sanctions the imposition of duties to offset
them.
The Canadian free trade agreement also explicitly sanctions
such duties. But the Canadian Free Trade Agreement is not
relevant in this dispute; U.S. efforts to enforce Canada's
commitment to collect an export tax is explicitly exempted from
the FTA by Article 2009 of that agreement.
CANADA'S SUBSIDIES ARE A TRADE BARRIER
Finally, it is important to remember that the real trade
barrier at issue here is not the U.S. duty, but the Canadian
subsidies.
Subsidies are every bit as much a trade barrier as tariffs
or quotas. And the right -- in fact, responsibility -.- of the
U.S. government to offset these subsidies with countervailing
duties is recognized under both U.S. and international law.
As the U.S. lumber industry has often said, if the Canadian
government wants the duty on- Canadian timber eliminated it need
only allow the free market to set timber prices.
CONCLUSION
The din of rhetoric from north of the border should not be
allowed to distort one simple truth: Canada's unfair subsidies
are threatening the jobs of 10,000 American lumber workers.
If Canada truly wants free trade in lumber, it need only
end its subsidies and the U.S. will end its duties. But until
that time the U.S. has no alternative but to offset Canadian
timber subsidies.
I applaud the Commerce Department for a courageous and
appropriate decision.
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Article 2009 of the Free Trade Agreement with Canada states:
"The Parties agree that this Agreement does not impair or
prejudice the exercise of any rights or enforcement measuere
arising out of the Memorandum of Understanding on Softwood Lumber
of December 30, 1986."
In my opinion, this article completely grandfathers the
Softwood Lumber MOU and any measures the U.S. may take to enforce
the MOU now that it has been unilaterally abrogated by Canada.
Therefore, any action the U.S. may take to enforce the MOU,
including the current countervailing duty investigation, is not
within the jurisdiction of the binational dispute settlement
panels established under either Chapter 19 or Chapter 18 of the
MOU.
